CITY OF LA PORTE CITY

INDEPENDENT AUDITOR’S REPORTS
BASIC FINANCIAL STATEMENTS
AND SUPPLEMENTARY INFORMATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

JUNE 30, 2010



Table of Contents

Officials
Independent Auditor’s Report
Management’s Discussion and Analysis

Basic Financial Statements: Exhibit

Government-wide Financial Statement:
Statement of Activities and Net Assets — Cash Basis A
Governmental Fund Financial Statements:
Statement of Cash Receipts, Disbursements and
Changes in Cash Balances B
Reconciliation of the Statement of Cash Receipts,
Disbursements and Changes in Cash Balances to the
Statement of Activities and Net Assets C
Proprietary Fund Financial Statements:
Statement of Cash Receipts, Disbursements and
Changes in Cash Balances D
Reconciliation of the Statement of Cash Receipts,
Disbursements and Changes in Cash Balances to the
Statement of Activities and Net Assets E
Notes to Financial Statements

Required Supplementary Information:
Budgetary Comparison Schedule of Receipts, Disbursements and
Changes in Balances - Budget and Actual (Cash Basis) - All Governmental
Funds and Proprietary Funds
Notes to Required Supplementary Information — Budgetary Reporting
Other Supplementary Information: Schedule

Statement of Cash Receipts, Disbursements and Changes in

Cash Balances - Nonmajor Governmental Funds 1
Schedule of Indebtedness 2
Bond and Note Maturities 3
Schedule of Receipts by Source and Disbursements by Function —

All Governmental Funds 4
Schedule of Expenditures of Federal Awards 5

Independent Auditor’s Report on Internal Control over Financial
Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Independent Auditor’s Report on Compliance with Requirements
Applicable to Each Major Program and on Internal Control over
Compliance in Accordance with OMB Circular A-133

Schedule of Findings and Questioned Costs
Staff

6-11

13-14

15-16

17

18

19
20-26

28-29
30

32
33-34
35

36
37

38-39

41-42

43-49
50



Name

Rick Lubben
Kyle Jensson
Mike Spence
Todd Butler
Sarah Craft
Jane Whittlesey
Julie Petersen

Jeffrey Larison

Corey Lorenzen

Rick Lubben
Todd Butler
Sarah Craft
Jane Whittlesey
Kim Ortiz
Kathy Norris
Julie Petersen

Jeffrey Larison

Corey Lorenzen

City of La Porte City

Officials

Title

(Before January 1, 2010)

Mayor

Council Member
Council Member
Council Member

Council Member
Council Member

Clerk
Treasurer

Attorney

(After January 1, 2010)

Mayor

Council Member
Council Member
Council Member
Council Member
Council Member
Clerk

Treasurer

Attorney

Term

Expires

Jan 2010

Jan 2010
Jan 2010
Jan 2012
Jan 2012
Jan 2012

Jan 2014

Jan 2012
Jan 2012
Jan 2012
Jan 2014
Jan 2014



Independent Auditor’s Report

To the Honorable Mayor and
Members of the City Council:

We have audited the accompanying financial statements of the governmental activities, the
business type activities, each major fund and the aggregate remaining fund information of the
City of La Porte City, Iowa, as of and for the year ended June 30, 2010, which collectively
comprise the City’s basic financial statements listed in the table of contents. These financial
statements are the responsibility of the City of La Porte City’s management. Our responsibility is
to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audit provides a reasonable basis for
our opinions.

As described in Note 1, these financial statements were prepared on the basis of cash
receipts and disbursements, which is a comprehensive basis of accounting other than U.S.
generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective cash basis financial position of the governmental activities, the business
type activities, each major fund and the aggregate remaining fund information of the City of La
Porte City as of June 30, 2010, and the respective changes in cash basis financial position for the
year then ended in conformity with the basis of accounting described in Note 1.

In accordance with Government Auditing Standards, we have also issued our reports dated
December 15, 2010 on our consideration of the City of La Porte City’s internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

Management’s Discussion and Analysis and budgetary comparison information on pages 6
through 11 and 26 through 28 are not required parts of the basic financial statements, but are
supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. We
did not audit the information and express no opinion on it.




Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of La Porte City’s basic financial statements. We previously
audited, in accordance with the standards referred to in the second paragraph of this report, the
financial statements for the three years ended June 30, 2009 (none of which are presented herein)
and expressed unqualified opinions on those financial statements which were prepared in
conformity with an other comprehensive basis of accounting. Other supplementary information
included in Schedules 1 through 5, including the Schedule of Expenditures of Federal Awards
required by U.S. Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has been subjected to
the auditing procedures applied in our audit of the basic financial statements and, in our opinion,
is fairly stated in all material respects in relation to the basic financial statements taken as a
whole. '

RIDIHALGH, FUELLING, SNITKER, WEBER & CO., P.C.

December 15, 2010



CITY OF LA PORTE CITY

202 Main Street, La Porte City, Iowa 50651
Phone: (319) 342-3396
Fax: (319) 342-3770

MANAGEMENT’S DISCUSSION AND ANALYSIS

The City of La Porte City provides this Management’s Discussion and Analysis of its financial
statements. This narrative overview and analysis of the financial activities is for the fiscal year
ended June 30, 2010. It is to be used in conjunction with the City’s Annual Report and is
intended to explain the significant changes in financial position and differences in operations
between the current and prior years.

Using This Annual Report
The annual report consists of a series of financial statements and other information as follows:

Management’s Discussion and Analysis
¢ introduces the basic financial statements and provides an analytical overview of the
City’s financial activities

Government-wide Financial Statement
e consists of a Statement of Activities and Net Assets
¢ provides information about the activities of the City as a whole and presents an overall
view of the City’s finances

Fund Financial Statements
* tells how governmental services were financed in the short term as well as what
remains for future spending
¢ report the City’s operations in more detail than the government-wide statement by
providing information about the most significant funds

Notes to Financial Statements
* provide additional information essential to a full understanding of the data provided in
the basic financial statements

Required Supplementary Information
» further explains and supports the financial statements with a comparison of the City’s
budget for the year

Other Supplementary Information
¢ provides detailed information about the non-major governmental funds

Basis of Accounting

The City maintains its financial records on the basis of cash receipts and disbursements and
the financial statements of the City are prepared on that basis. The cash basis of accounting is
a basis other than generally accepted accounting principals, and does not give effect to
accounts receivable, accounts payable and accrued items. Therefore, when reviewing the
financial information and discussion within this annual report, the reader should keep in mind
the limitations resulting from the use of the cash basis of accounting.




Reporting the City’s Financial Activities

Government-wide Financial Statements:

To aid in the understanding of the Statement of Activities, some additional explanation is
needed. All receipts and disbursements are categorized as either governmental activities or
business-type activities. Governmental Activities are financed primarily by property tax,
local option sales tax, road use tax and state and federal grants. They are defined as follows:

Public Safety — includes police operations, fire protection, ambulance service,
building inspections and animal control services

Public Works - includes roads, bridges and sidewalks, equipment replacement,
street lighting, sanitation, traffic safety, snow removal and street cleaning

Health and Social Services — includes welfare assistance

Culture and Recreation - includes library services, parks, recreation, pool,
community center and museum

Community and Economic Development - includes economic development,
housing rehab, and tax increment financing

General Government — includes mayor, city council, city clerk, city treasurer,
legal services, and city hall administrative and building needs

Debt Service — includes principal and interest payments for debt repayment

Capital Projects - major projects including street and infrastructure
improvements, the family aquatic center, and a new housing development known
as the Sweet Subdivision

Business Type Activities include the ambulance service and the sanitary sewer system.
These activities are financed primarily by user charges.

Fund Financial Statements:
The City has two kinds of funds:

Governmental funds account for most of the City’s basic services and include the General
Fund, the Special Revenue Funds such as Road Use Tax and Tax Increment Financing, the
Debt Service Fund, the Capital Projects Fund, the Equipment Replacement Fund, and the
Trust Funds. The Governmental fund financial statements provide a detailed, short-term view
of the City’s general government operations and the basic services it provides. Governmental
fund information helps determine whether there are more or fewer financial resources that can
be spent in the near future to finance the City’s programs. The required financial statements
for governmental funds include a statement of cash receipts, disbursements and changes in
cash balances.

Proprietary funds are also known as Business-Type funds. When the City charges customers
for the services it provides, these services are generally reported as Proprietary funds. These
funds, which include Ambulance and Sewer services, are generally self-sufficient. The required
financial statements for Proprietary Funds include a statement of cash receipts, disbursements
and changes in cash balances.



Basic Financial Statements

Part of the requirements of the Management Discussion and Analysis is to provide a brief
discussion of the Basic Financial Statements included in this Report and the information they
provide.

Statement of Activities and Net Assets — Cash Basis (Exhibit A)

The first section of the statement presents the eight governmental Functions /[
Programs. Disbursements for each are listed in the first column, with Charges for
Service and other receipts shown to the right. The result is a Net (Expense) or Revenue,
which is helpful in determining the extent to which the programs support themselves.

The Next section lists General Receipts, including Property Tax, Local Option Sales Tax
and Unrestricted Interest. These revenues are not listed in the first section because they
are not generated from the direct operation of the functions/programs.

Finally, the report shows the net assets end of year as $2,169,106, compared to net
assets beginning of the year of $2,119,678, or an increase of $49,248.

Statement of Cash Receipts, Disbursements and Changes in Cash Balances,
Governmental Funds (Exhibit B)

The City maintains ten funds under the “Governmental” classification. The column
titled General includes activity in the General and the Economic Development funds.
The column titled Other Nonmajor Governmental Funds includes activity for the Trust I
(Employee Benefits) Fund, the TIF Fund, the Low to Moderate Income Fund {required
for the Pipho Development TIF Project), and the Trust II Fund (established to track
memorials, bequests, and contributions). More detailed information on these nonmajor
funds is included on the Statement of Cash Receipts, Disbursements and Changes in
Cash Balances ~ Non-Major Governmental Funds (Schedule 1).

Reconciliation of the Statement of Cash Receipts, Dishursements and Changes in
Cash Balances to the Statement of Activities and Net Assets - Governmental
Funds (Exhibit C)

This reconciles any differences in the Cash Ending Balances or Net Change in Cash
from Exhibit A and Exhibit B.

Statement of Cash Receipts, Disbursements and Changes in Cash Balances,
Proprietary Fund (Exhibit D)

Proprietary Funds are used to report Business Type Activities (activities that are
primarily self-supporting through service charges and user fees). The two proprietary
funds for the City are the Ambulance and the Sewer Funds.

Reconciliation of the Statement of Cash Receipts, Disbursements and Changes in
Cash Balances to the Statement of Activities and Net Assets — Proprietary Funds

(Exhibit E)

This reconciles any differences in the Cash Ending Balances or Net Change in Cash
from Exhibit A and Exhibit D.



Budgetary Highlights

Over the course of the fiscal year the City amended its budget only one time. The amendment
was approved on June 14, 2010 and provided for additional disbursements in City
departments. Costs related to recovery from the 2008 flood had the highest dollar impact on
this amendment, comprising $772,494 of the expenditure amendments and $730,805 of the
revenue amendments. Some flood-related projects were not completed in FY10 and those costs
and revenues were carried over into FY11.

Expenditures related to Capital Equipment purchases and Capital Improvements also had an
impact on this amendment. The City received grant funds from the Black Hawk County
Gaming Commission and other sources for a number of projects and had sufficient reserves to
absorb the additional costs.

2010 Financial Highlights
¢ Revenues (not including transfers in) increased $677,142, or 33.3%, from FY09 to
FY10. This increase is attributable in large part to State and Federal grant proceeds
totaling $682,659 received in FY10 for 2008 Flood related activities. Sales of lots at
Sweet First Addition totaling $34,000 also contributed to the increase in revenues.

e From FY09 to FY10 disbursements (not including transfers out) increased overall by
43.2%, or $825,099. The biggest change was seen in the Capital Projects Program,
which increased $781,557. This included $75,682 in demolition costs and $615,649 in
property acquisitions related to the 2008 Flood Buyouts.

¢ The City’s total cash basis net assets increased approximately 2.33%, or $49,428 from
June 30, 2009 to June 30, 2010. This net change included a decrease in the General
Fund of $115,426, and an increase in the Equipment Replacement Fund of $132,346.
The Road Use Tax Fund also increased $112,182 as Capital Improvement Projects
begun late in the fiscal year were carried over to FY11.

The assets of the business type activities of the City increased $39,685, with $21,945
of that increase coming from growth Sewer Fund and $17,740 coming from growth in
the Ambulance Fund. The City is currently in the planning process to upgrade the
wastewater treatment plant and sewer reserves will be used to help finance this project.

The year-end balance of Funds Not Required to be Budgeted increased $11,231. This
total represents interest, contributions, and payments from the Trust II Fund. No
significant disbursements were made from this fund in FY09.

Debt Administration
As of June 30, 2010, the City had $2,785,000 in debt outstanding compared to $3,110,000 in
2009. No new bonds were issued during this fiscal year.

Outstanding Debt at Year End

June 30,
2010 2009
General obligation capital loan notes (FY06) $ 650,000 720,000
General obligation capital loan notes (FY05) $1,625,000 1,745,000
General obligation capital loan notes (FY04) $ 290,000 355,000
General obligation capital loan notes {(FY03) $ 220,000 290,000
Total $ 2,785,000 3,110,000




The General Obligation Note FY06 was issued for design and construction of a new 30-lot
residential development known as the Sweet Subdivision. The General Obligation Note FY05
was issued for the demolition of the existing city pool and construction of the new Family
Aquatic Center. The General Obligation Note FY04 was issued for the 2004 street
rehabilitation, railroad crossing and Tama Road projects. The General Obligation Note FY03
was issued for the 2003 street rehabilitation project.

The Constitution of the State of Iowa limits the amount of general obligation debt cities can
issue to 5% of the assessed value of all taxable property within the City’s corporate limits. The
City’s outstanding general obligation debt of $2,785,000 is below its constitutional debt limit of
$5.29 million.

Tif Rebates

In 2006 the State redesigned the TIF certification process. House File 2777 mandates that
once TIF indebtedness is certified to the County Auditor, the County Auditor shall provide for
TIF increment taxes in subsequent years without further certification, until the amount
certified is paid to the municipality. This allows the City to either submit a one-time
certification for the total amount to be collected in a TIF district over the life of an agreement,
or to certify annually a specific amount to be collected from a TIF district. The City certified
TIF debt for three projects in November 2009, to be collected in Fiscal Year 10-11:

Greg & Donna Pipho ($44,961) - for Sunset Knolls Ninth Addition, the City agreed to
pay to the Pipho’s property taxes generated from the thirteen lots in this housing division. This
is the seventh of ten years for this certification. The dollar amount certified represents the
estimated total that will be paid to the Pipho’s through the ten-year term of their development
agreement, plus the state-required set-aside amount for improvements in low to moderate
income areas of the City.

Family Aquatic Center ($143,000) - when approving the issuance of debt for the new
aquatic center, the City Council approved using a combination of TIF funds ($98,000 FY11)
and a debt service levy to make the annual payments on the bonds. This is the fifth of fifteen
years for this certification.

A portion of the certified FAC TIF debt ($45,000) was used to make a loan to satisfy the bond
payment for the Sweet Subdivision. Once the Sweet Subdivision starts to realize new value
and after the bond payments have been satisfied, we will certify $45,000 from the Sweet TIF to
“pay back” the FAC TIF.

Witham Development Agreement ($8,321)- the City Council agreed to make the interest
payments on an eight-year loan Witham received through Black Hawk Economic Development
Corporation. The loan enabled Witham to rebuild and expand the business center following a
substantial fire. Economic Development Fund reserves were used to make the interest
payments until such time as property taxes on the new value could be recovered. These
reserves will be paid back with the final TIF certification after all interest payments have been
made. This is the first year for this certification.

Sweet Subdivision ~ since no incremental taxes are anticipated in FY11, and because
there is a ten-year limit on TIF certifications for residential development, the City will not
certify any taxes for this area until construction of more new homes is complete and sufficient
incremental value is realized.

The bond payment due FY 2010 was paid with TIF dollars certified from the FAC TIF, and will
be “paid back” when all of the bond payment for the Sweet Subdivision have been satisfied.
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Economic Factors and Next Year’s Budgets

The City of La Porte City’s elected and appointed officials and department heads considered
many factors when setting the FY11 budget, tax rates and fees that will be charged for various
City activities.

While property tax valuations increased slightly {1.5%), the costs associated with providing City
services including utilities, employer retirement contributions and workers compensation
insurance increased. In an effort to combat rising health insurance costs, the City Council
adopted a partial self-funding program for employee health insurance premiums. The effects of
this program will not be seen until FY11, and we will reassess the benefits of the program as
more information becomes available.

The City Council continued to support capital planning initiatives and approved reserving
$94,000 for future equipment and improvements.

Two lots in the Sweet Subdivision were sold in FY10, generating $34,000 in revenues. The City
used those revenues, TIF Funds and reserves to make the semi-annual bond payments. The
City does anticipate additional lot sales will occur in FY11, and will to utilize those revenues,
TIF dollars available in the City’s Urban Renewal area and reserves to help make future bond
payments.

City staff continued to work on projects related to the 2008 flooding. Eleven properties
completed the buyout process, and all are expected to be demolished in FY11. In FY09, the City
also contracted with JDE Engineering to pursue grant funds for flood mitigation projects,
including installation of additional flood gates, construction of a storm water pump station on
the west side of Wolf Creek, and construction of new outlet piping for the East Side Drainage
Basin. Work on that project continues.

In FYO8 the La Porte City Economic Development Commission received a grant from the United
States Department of Agriculture to create a revolving loan fund to provide low-interest
financing to new and existing businesses in La Porte City. Two business loans totaling
$45,000 were approved in FY10.

Contacting The City’s Financial Management

This financial report is designed to provide our citizens, taxpayers, customers and creditors
with a general overview of the City’s finances and to show the City’s accountability for the
money it receives. If you have questions about this report or need additional financial
information, contact Jane Whittlesey, City Clerk, 202 Main Street, La Porte City, lowa.

11



Basic Financial Statements
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Exhibit A

City of La Porte City
Statement of Activities and Net Assets - Cash Basis

As of and for the year ended June 30, 2010

Program Receipts
Operating Grants, Capital Grants,
Contributions, Contributions
Charges for and Restricted and Restricted

Disbursements Service Interest Interest
Functions / Programs:

Governmental activities:
Public safety $ 474,565 11,944 65,964 7,257
Public works 470,778 172,194 270,538 -
Health and social services 6,294 - -
Culture and recreation 362,941 55,520 23,654 -
Community and economic development 80,512 . - 14,728 -
General government 109,510 20,320 35,536 -
Debt service 445,845 - -
Capital projects 786,597 - 727,104
Total governmental activities 2,737,042 259,978 410,420 734,361

Business type activities:
Sewer 177,039 208,889 - -
Ambulance 53,640 87,380 - -
Total business type activities 230,679 296,269 - -
Total $ 2,967,721 556,247 410,420 734,361

General Receipts:
Property tax levied for:
General purposes
Tax increment financing
Debt service
Local option sales tax
Unrestricted interest on investments
Miscellaneous
Transfers

Total general receipts and transfers
Change in cash basis net assets
Cash basis net assets beginning of year

Cash basis net assets end of year

Cash Basis Net Assets

Expendable:
Equipment Replacement
Streets
Debt Service
Other purposes
Unrestricted

Total cash basis net assets

See notes to financial statements
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Net (Disbursements) Receipts and
Changes in Cash Basis Net Assets

Governmental Business Type

Activities Activities Total

{389,400} - (389,400)
(28,046) - (28,046)
(6,294) - (6,294)
(283,767) - (283,767)
(65,784) - (65,784)
(53,654) - (53,654)
(445,845) - (445,845)
(59,493) - {59,493)
{1,332,283) - (1,332,283)
- 31,850 31,850
- 33,740 33,740
- 65,590 65,590
(1,332,283) 65,590 (1,266,693)
558,344 - 558,344
138,695 - 138,695
207,773 - 207,773
284,200 - 284,200
40,943 5,297 46,240
77,069 3,800 80,869

35,002 (35,002) -
1,342,026 (25,905) 1,316,121
9,743 39,685 49,428
1,758,487 361,191 2,119,678
$ 1,768,230 400,876 2,169,106
660,417 - 660,417
263,342 - 263,342
15,631 - 15,631
181,154 - 181,154
647,686 400,876 1,048,562
$ 1,768,230 400,876 2,169,106
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Receipts:
Property tax
Other city tax
Licenses and permits

Use of money and property

Intergovernmental
Charges for service
Miscellaneous

Total receipts

Disbursements:
Operating:
Public safety
Public works

Health and social services

Culture and recreation

Community and economic development

General government
Debt service
Capital projects

Total disbursements

Excess of receipts over disbursements

Other financing sources (uses):

Operating transfers in
Operating transfers out

Total other financing sources (uses)
Net change in cash balances

Cash balances beginning of year

Cash balances end of year

Cash Basis Fund Balances

Reserved:
Debt service
Capital projects
Unreserved:
General fund
Special revenue funds
Capital projects funds
Pemanent fund

Total cash basis fund balances

See notes to financial statements

City of La Porte City

Governmental Funds

Statement of Cash Receipts, Disbursements
and Changes in Cash Balances

As of and for the year ended June 30, 2010

Exhibit B

Special Capital
Revenue Projects

Equipment Road Use Capital 2008 Flood

General Replacement Tax Projects Buyouts
$ 419918 - - B .
287,309 - - - -
20,149 - - - -
23,191 15,459 - 1,272 -
145,311 35,536 215,300 - 727,104
227,885 - - - -
40,869 7,257 - 34,000 -
1,164,632 58,252 215,300 35,272 727,104
425,504 - - - -
329,800 - 103,119 - -
6,294 - - - -
348,828 - - - -
54,879 - - - -
101,336 - - - -
- - - 176 786,421
1,266,641 - 103,119 176 786,421
(102,009) 58,252 112,181 35,096 (59,317)
65,589 99,672 - - -
(103,988) (25,578) - (59,683) -
(38,399) 74,094 - (59,683) -
(140,408) 132,346 112,181 (24,587} (59,317)
644,734 528,071 151,161 136,979 -
$ 504,326 660,417 263,342 112,392 (59,317)
504,326 - - - -
- 660,417 263,342 - -
112,392 (59,317)
$ 504,326 660,417 263,342 112,392 (69,317)
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Other
Nonmajor
Debt Governmental
Service Funds Total

207,773 277,121 904,812
- - 287,309

- - 20,149

95 3,377 43,394

- 11,822 1,135,073

- - 227,885

- 11,035 93,161
207,868 303,355 2,711,783
- 49,061 474,565

- 37,859 470,778

- - 6,294

- 14,113 362,941

- 25,633 80,512

- 8,174 109,510
445,845 - 445,845
- - 786,597
445,845 134,840 2,737,042
(237,977) 168,515 (25,259)
223,524 20,714 409,499
- (185,248) (374,497)
223,524 (164,534) 35,002
(14,453) 3,981 9,743
30,084 267,458 1,758,487
15,631 271,439 1,768,230
15,631 - 15,631

- - 504,326

- 90,285 1,014,044

- - 53,075

- 181,154 181,154
15,631 271,439 1,768,230

16
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Exhibit C
City of La Porte City
Reconciliation of the Statement of Cash
Receipts, Disbursements and Changes in Cash Balances

to the Statement of Activities and Net Assets -
Governmental Funds

As of and for the year ended June 30, 2010
Total governmental funds cash balances (page 16) $1,768,230

The city does not have an internal service fund.
Therefore there are no reconciling items. -

Cash basis net assets of governmental activities (page 14) $1,768,230
Net change in cash balances (page 16) $ 9,743

The city does not have an internal service fund.
Therefore there are no reconciling items. -

Change in cash balance of governmental activities (page 14) $ 9,743

See notes to financial statements
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Exhibit D

City of La Porte City

Statement of Cash Receipts, Disbursements and Changes in Cash Balances
Proprietary Funds

As of and for the year ended June 30, 2010

Sewer Ambulance Total
Operating receipts:
Use of money and property $ 5,097 200 5,297
Intergovernmental - 3,011 3,011
Charges for service 208,889 84,369 293,258
Miscellaneous - 3,800 3,800
Total operating receipts 213,986 91,380 305,366
Operating disbursements:
Business type activities 177,039 53,640 230,679
Total operating disbursements 177,039 53,640 230,679
Excess (deficiency) of operating receipts
over (under) operating disbursements 36,947 37,740 74,687
Operating transfers in (out) (15,002) (20,000) (35,002)
Net change in cash balances 21,945 17,740 39,685
Cash balances beginning of year 288,296 72,895 361,191
Cash balances end of year $ 310,241 90,635 400,876
Cash Basis Fund Balances
Unreserved : 310,241 90,635 400,876
Total cash basis fund balances $ 310,241 90,635 400,876

See notes to financial statements
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Exhibit E

City of La Porte City
Reconciliation of the Statement of Cash
Receipts, Disbursements and Changes in Cash Balances
to the Statement of Activities and Net Assets -
Proprietary Fund

As of and for the year ended June 30, 2010

Total enterprise funds cash balances (page 18) $ 400,876

The city does not have an internal service fund.

Therefore there are no reconciling items. -
Cash basis net assets of business type activities (page 14) $ 400,876
Net change in cash balances (page 18) $ 39,685

The city does not have an internal service fund.
Therefore there are no reconciling items. -

Change in cash balance of business type activities (page 14) $ 39,685

See notes to financial statements
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City of La Porte City
Notes to Financial Statements

June 30, 2010

(1) Summary of Significant Accounting Policies

The City of La Porte City is a political subdivision of the State of lowa located in Black
Hawk County. It was first incorporated in 1871 and operates under the Home Rule
provisions of the Constitution of lowa. The City operates under the Mayor-Council
form of government with the Mayor and Council Members elected on a non-partisan
basis. The City provides numerous services to citizens, including public safety, public
works, health and social services, culture and recreation, community and economic
development, general government services, as well as garbage services which are
included in the general fund. The City also provides sewer utilities for its citizens, as
well as ambulance services.

A. Reporting Entity

For financial reporting purposes, the City of La Porte City has included all
funds, organizations, agencies, boards, commissions and authorities. The City
has also considered all potential component units for which it is financially
accountable and other organizations for which the nature and significance of
their relationship with the City are such that exclusion would cause the City’s
financial statements to be misleading or incomplete. The Governmental
Accounting Standards Board has set forth criteria to be considered in
determining financial accountability. These criteria include appointing a voting
majority of an organization’s governing body and (1) the ability of the City to
impose its will on that organization or (2) the potential for the organization to
provide specific benefits to or impose specific financial burdens on the City.
The City has no component units which meet the Governmental Accounting
Standards Board criteria.

These financial statements present the City of La Porte City (the primary
government) and excludes all component units. A component unit is an entity
which is legally separate from the City, but is so intertwined with the City that
they are, in substance, part of the City. However, the financial transactions of
this component unit has not been displayed because they are not material or
use a different basis of accounting.

The La Porte City Utilities, a component unit of the city, is established under
Chapter 388 of the Code of Jowa. The La Porte City Utilities is legally separate
from the City, but has the potential to provide specific benefits to, or impose
specific burdens on the City. The Utility is governed by a three member board
appointed by the Mayor and approved by the City Council. La Porte City
Utilities is a public utility providing electrical service to the citizens of La Porte
City. Complete financial statements can be obtained from the Utility’s
administrative office.
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Jointly Governed Organizations

The City participates in several jointly governed organizations that provide goods
or services to the citizenry of the City but do not meet the criteria of a joint
venture since there is no ongoing financial interest or responsibility by the
participating governments. City officials are members of the following boards
and commissions: City of Waterloo Building Department, Townships of the
following: Big Creek, Spring Creek, Eagle Poyner, Cedar, and Poyner in Black
Hawk County, Bruce and Cedar in Benton County, Tri-County Drug Task
Force, Northeast Jowa Response Group, Mutual Aid Fire — Buchanan County,
Digital Data — Black Hawk County, Criminal Justice Info System, Black Hawk
Consolidated Public Safety Communications Agreement, Mutual Aid Fire -
Black Hawk County, Union Community School District — Tennis Courts, Use of
Buses, and Use of Swimming Pool, Mutual Aid Fire — City of Waterloo, and
Mutual Aid Fire — Covenant Health System.

B. DBasis of Presentation

Government-wide Financial Statements - The Statement of Activities and Net
Assets reports information on all of the nonfiduciary activities of the City. For
the most part, the effect of interfund activity has been removed from this
statement. Governmental activities, which are supported by tax and
intergovernmental revenues, are reported separately from business type
activities, which rely to a significant extent on fees and charges for services.

The Statement of Activities and Net Assets presents the City’s nonfiduciary net
assets. Net assets are reported in two categories:

Restricted net assets result when constraints placed on net asset use
are either externally imposed or imposed by law through
constitutional provisions or enabling legislation.

Unrestricted net assets consist of net assets that do not meet the
definition of the preceding category. Unrestricted net assets often
have constraints on resources imposed by management, which can be
removed or modified.

The Statement of Activities and Net Assets demonstrates the degree to which the
direct disbursements of a given function are offset by program receipts. Direct
disbursements are those clearly identifiable with a specific function. Program
receipts include 1) charges to customers or applicants who purchase, use or
directly benefit from goods, services or privileges provided by a given function
and 2) grants, contributions and interest on investments restricted to meeting
the operational or capital requirements of a particular function. Property tax
and other items not properly included among program receipts are reported
instead as general receipts.

Fund Financial Statements — Separate financial statements are provided for
governmental funds and proprietary funds. Major individual governmental
funds and major individual enterprise funds are reported as separate columns
in the fund financial statements. All remaining governmental funds are
aggregated and reported as nonmajor governmental funds.

The City reports the following major governmental funds:
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The General Fund is the general operating fund of the City. All general tax
receipts and other receipts not allocated by law or contractual agreement
to some other fund are accounted for in this fund. From the fund are
paid the general operating disbursements, the fixed charges and the
capital improvement costs that are not paid from other funds.

The Special Revenue — Equipment Replacement Fund is utilized as a
savings fund for large equipment purchases for each department.

The Special Revenue - Road Use Fund is used for tracking road
construction and maintenance.

The Capital Projects Fund is utilized to track capital expenditures, namely
the sale of lots in the Sweet Subdivision developed by the City.

The Capital Projects ~ 2008 Flood Buyout Fund is utilized to track
revenues and expenditures relating to the federal grants received for
buyout of flood damaged properties during the flood of 2008.

The Debt Service Fund is utilized to account for the payment of interest
and principal on the City’s general long-term debt.

The City reports the following major proprietary funds:

The Sewer Fund accounts for the operation and maintenance of the City’s
waste water treatment and sanitary sewer system.

The Ambulance Fund accounts for the operations and user fees for
Ambulatory services provided by the City.

Measurement Focus and Basis of Accounting

The City of La Porte City maintains its financial records on the basis of cash
receipts and disbursements and the financial statements of the City are
prepared on that basis. The cash basis of accounting does not give effect to
accounts receivable, accounts payable and accrued items. Accordingly, the
financial statements do not present financial position and results of operations
of the funds in accordance with U.S. generally accepted accounting principles.

Proprietary funds distinguish operating receipts and disbursements from non-
operating items. Operating receipts and disbursements generally result from
providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. All  receipts and
disbursements not meeting this definition are reported as non-operating
receipts and disbursements.

Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Required
Supplementary Information. During the year ended June 30, 2010,
disbursements exceed the amounts budgeted in the capital projects function.
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(2)

(3)

Cash and Pooled Investments

The City’s deposits in banks at June 30, 2010 were entirely covered by federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of
the Code of Iowa. This chapter provides for additional assessments against the
depositories to insure there will be no loss of public funds.

The City is authorized by statute to invest public funds in obligations of the United
States government, its agencies and instrumentalities; certificates of deposit or other
evidences of deposit at federally insured depository institutions approved by the City
Council; prime eligible bankers acceptances; certain high rated commercial paper;
perfected repurchase agreements; certain registered open-end management
investment companies; certain joint investment trusts; and warrants or improvement
certificates of a drainage district.

The City’s investments at June 30, 2010 are as follows:

Carrying Fair
Type Amount Value Maturity
Certificates of Deposit 1,053,224 1,053,224 Various Dates

In addition, the City had investments in the Iowa Public Agency Investment Trust which
are valued at an amortized cost of $466,592 pursuant to Rule 2a-7 under the
Investment Company Act of 1940 and are not subject to risk categorization.

Bonds and Notes Payable

Annual debt service requirements to maturity for general obligation notes are as follows:

Year General Obligation
Ending Notes

June 30, Principal  Interest
2011 335,000 107,505
2012 350,000 95,153
2013 355,000 81,965
2014 290,000 69,778
2015 230,000 48,733
2016 - 2021 1,225,000 167,719
Total $ 2,785,000 570,853

The Code of Iowa requires principal and interest on general obligation bonds be paid

from the Debt Service Fund.

During the year ended June 30, 2007 the Council approved an interfund loan from the

Sewer Fund to the Economic Development Fund for $90,000. There were no
payments made during the year and the balance of the loan remaining to be paid is
$45,000.

During the year ended June 30, 2009 the Council approved an interfund loan from the

Sewer Fund to the Special Revenue — Equipment Replacement Fund for $41,000 and
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an interfund loan of $39,002.75 from the General Fund to the Debt Service Fund. As
of June 30, 2010, none of the balances of those two inter-fund loans had been paid.

(4) Pension and Retirement Benefits

(5)

(6)

The City contributes to the Iowa Public Employees Retirement System (IPERS), which is
a cost-sharing multiple-employer defined benefit pension plan administered by the
State of lowa. IPERS provides retirement and death benefits which are established by
state statute to plan members and beneficiaries. IPERS issues a publicly available
financial report that includes financial statements and required supplementary
information. The report may be obtained by writing to IPERS, P.O. Box 9117,
Des Moines, Iowa, 50306-9117.

Most regular plan members are required to contribute 4.30% of their annual covered
salary and the City is required to contribute 6.65% of annual covered salary. Certain
employees in special risk occupations and the City contribute an actuarially
determined contribution rate. Contribution requirements are established by state
statute. The City’s contributions to IPERS for the years ended June 30, 2010, 2009,
and 2008 were $40,695, $36,993, and $35,694 respectively, equal to the required
contributions for each year

Other Postemployment Benefits (OPEB)

Plan Description - The City operates a single-employer retiree benefit plan which provides
medical/prescription drug benefits for retirees and their spouses. There are 12 active
and no retired members in the plan. Participants must be age 55 or older at retirement.

The medical/prescription drug benefits are provided through a partially self-insured plan
with Wellmark Blue Cross/Blue Shield. Retirees under age 65 pay the full cost of the
premium for the medical/prescription drug benefits. Effective May 1, 2010, the City
increased the deductibles for the plan from $750 for single and $1,500 for family to
$1,500 for single and $3,000 for family and it self funds the increase in deductible for
each participant. A third party administrator, Employee Benefit Systems, coordinates
the self funded portion of the plan.

Funding Policy - The contribution requirements of plan members are established and may
be amended by the City. The most recent active member monthly premiums are
$454.22 for single coverage and $1,352.11 for family coverage. The City pays for 90% of
the monthly premium and the employee is responsible for 10% of the monthly premium.
For the year ended June 30, 2010, the City contributed $98,600 on behalf of plan
members.

Compensated Absences

City employees accumulate a limited amount of earned but unused vacation and sick
leave hours for subsequent use or for payment upon termination, retirement or death.
These accumulations are not recognized as disbursements by the City until used or
paid. The City’s approximate liability for earned vacation and sick leave termination
payments payable to employees at June 30, 2010, primarily relating to the General
Fund, is as follows:
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(7)

(8)

(9)

Type of Benefit Amount

Vacation $ 1,352
Sick leave 51,160
Total 52,51

This liability has been computed based on rates of pay in effect at June 30, 2010.

Interfund Transfers

The detail of interfund transfers for the year ended June 30, 2010 is as follows:

Transfer to Transfer from Amount
General Permanent $9,172
Special Revenue
Employee Benefits 30,840

Equipment Replacement 25,578

Special Revenue

Equipment Replacement General 60,173
Sewer 15,000
Ambulance 20,000
Permanent 4,500
Low to Moderate Income Special Revenue
Tax Increment Financing 15,314
Debt Service Special Revenue
Tax Increment Financing 125,422
Capital Projects 59,683
General 38,418
Permanent General 5,397
Sewer 2

Transfers generally move resources from the fund statutorily required to collect the
resources to the fund statutorily required to disburse the resources.

Related Party Transactions

The City had business transactions between the City and City officials totaling $59,900
during the year ended June 30, 2010.

Risk Management

The City is exposed to various risks of loss related to torts; theft, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural
disasters. These risks are covered by the purchase of commercial insurance. The City
assumes liability for any deductibles and claims in excess of coverage limitations.
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Settled claims from these risks have not exceeded commercial insurance coverage in
any of the past three fiscal years.

(10) Deficit Fund Balance

The Capital Projects Fund — 2008 Flood Buyouts had a deficit balance of $59,317 at
June 30, 2010. The deficit balance was a result of buyout costs incurred prior to
reimbursement of state and federal grants, and will be eliminated upon their receipt.

(11) Litigation

The City is not subject to any pending litigation.

(12) Subsequent Events

There were no subsequent events.
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City of La Porte City

Budgetary Comparison Schedule

of Receipts, disbursements, and Changes in Balances -
Budget and Actual (Cash Basis) - All Governmental Funds and Proprietary Funds

Required Supplementary Information

Year ended June 30, 2010

Receipts:
Property tax
Tax increment financing collections
Other city tax
Licenses and permits
Use of money and property
Intergovernmental
Charges for service
Miscellaneous
Total receipts

Disbursements:
Public safety
Public works
Health and social services
Culture and recreation
Community and economic development
General government
Debt service
Capital projects
Business type activities

Total disbursements

Excess of receipts over disbursements
Other financing sources (uses), net

Excess of receipts and other financing sources
over disbursements and other financing uses

Balances beginning of year

Balances end of year

See accompanying independent auditor's report.

Less

Governmental Proprietary Funds not
Funds Funds Required to
Actual Actual be Budgeted
766,117 - -
138,695 - -
287,309 - -
20,149 - -
43,394 5,297 2,451
1,135,073 3,011 11,822
227,885 293,258 -
93,161 3,800 11,035
2,711,783 305,366 25,308
474,565 - 5,665
470,778 - -
6,294 - -
362,941 - -
80,512 - 140
109,510 - -
445,845 - -
786,597 - -
- 230,679 -
2,737,042 230,679 5,805
(25,259) 74,687 19,503
35,002 (35,002) (8,272)
9,743 39,685 11,231
1,758,487 361,191 169,923
$ 1,768,230 400,876 181,154
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Final to

Budgeted Amounts Net
Net Original Final Variance
766,117 756,131 756,131 9,986
138,695 143,277 143,277 (4,582)
287,309 274,666 274,666 12,643
20,149 17,340 17,340 2,809
46,240 82,350 82,350 {36,110)
1,126,262 378,376 1,205,955 (79,693)
521,143 553,906 551,406 (30,263)
85,926 37,878 42,916 43,010
2,991,841 2,243,924 3,074,041 (82,200)
468,900 508,533 527,533 58,633
470,778 485,298 543,398 72,620
6,294 5,744 7,944 1,650
362,941 283,968 420,268 57,327
80,372 46,707 112,407 32,035
109,510 120,675 155,675 46,165
445,845 445,846 445,846 1
786,597 - 772,994 (13,603)
230,679 284,371 316,732 86,053
2,961,916 2,181,142 3,302,797 340,881
29,925 62,782 (228,756) 258,681
(8,272) 99,000 99,000 (107,272)
21,653 161,782 (129,756) 151,409
1,949,755 2,005,890 2,119,678 (169,923)
1,971,408 2,167,672 1,989,922 {18,514)




City of La Porte City

Notes to Required Supplementary Information ~ Budgetary Reporting

June 30, 2010

The budgetary comparison is presented as Required Supplementary Information in
accordance with Governmental Accounting Standards Board Statement No. 41 for
governments with significant budgetary perspective differences resulting from not
being able to present budgetary comparisons for the General Fund and each major
Special Revenue Fund.

In accordance with the Code of lowa, the City Council annually adopts a budget on the
cash basis following required public notice and hearing for all funds except Internal
Service Funds. The annual budget may be amended during the year utilizing similar
statutorily prescribed procedures.

Formal and legal budgetary control is based upon ten major classes of disbursements
known as functions, not by fund or fund type. These ten functions are: public
safety, public works, health and social services, culture and recreation, community
and economic development, general government, debt service, capital projects,
business type activities and non-program. Function disbursements required to be
budgeted include disbursements for the General Fund, Special Revenue Funds, Debt
Service Fund, Capital Projects Fund, the Permanent and the Proprietary Funds.
Although the budget document presents function disbursements by fund, the legal
level of control is at the aggregated function level, not by fund. During the year, one
budget amendment increased budgeted revenues by $830,117 and budgeted
disbursements by $1,121,655. The budget amendment is reflected in the final
budgeted amounts.

During the year ended June 30, 2010, disbursements exceeded the amounts budgeted
in the capital projects function.
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City of La Porte City

Statement of Cash Receipts, Disbursements

and Changes in Cash Balances
Nonmajor Governmental Funds

As of and for the year ended June 30, 2010

Schedule 1

Special Revenue Permanent
Low to
Employee Moderate Trust
TIF Benefits Income Funds Total
Receipts:

Property tax 138,695 138,426 - - 277,121

Other city tax - - - -

Use of money and property 100 - 826 2,451 3,377

Intergovernmental - - - 11,822 11,822

Miscellaneous - - - 11,035 11,035

Total receipts 138,795 138,426 826 25,308 303,355
Disbursements:

Operating;:

Public safety - 43,396 - 5,665 49,061
Public works - 37,859 - - 37,859
Culture and recreation - 13,973 - 140 14,113
Community and economic develop 25,633 - - - 25,633
General government - 8,174 - - 8,174
Debt service - - - - -
Capital projects - - - - -
Total disbursements 25,633 103,402 - 5,805 134,840
Excess (deficiency) of receipts

over (under) disbursements 113,162 35,024 826 19,503 168,515
Other financing sources:

Operating transfers in (out) (140,736) (30,840) 15,314 (8,272) (164,534)
Net change in cash balances (27,574) 4,184 16,140 11,231 3,981
Cash balances beginning of year 29,449 8,032 60,054 169,923 267,458
Cash balances end of year 1,875 12,216 76,194 181,154 271,439
Cash Basis Fund Balances

Unreserved:

Special revenue funds 1,875 12,216 76,194 - 90,285
Permanent fund - - - 181,154 181,154
Total cash basis fund balances 1,875 12,216 76,194 181,154 271,439

See accompanying independent auditor's report
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Schedule 2

City of La Porte City
Schedule of Indebtedness

Year ended June 30, 2010

Amount
Date of Interest Originally
Obligation Issue Rates Issued
General obligation note:
G.0O. Capital Loan Note May 6, 2003 1.60% - 3.80% 600,000
G.O. Capital Loan Note July 1, 2004 2.95% - 4.25% 600,000
G.0O. Loan Notes December 1, 2005 3.75% - 4.10% 2,080,000
G.O. Capital Loan Notes October 18, 2006 3.75% - 4.00% 920,000

See accompanying independent auditor's report
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Schedule 2

Balance Issued Redeemed Balance Interest
Beginning During During End of Interest Due and
of Year Year Year Year Paid Unpaid
$ 290,000 70,000 220,000 10,205 -
355,000 65,000 290,000 14,063 -
1,745,000 120,000 1,625,000 67,268 -
720,000 70,000 650,000 27,710 -
$ 3,110,000 325,000 2,785,000 119,245 -
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Schedule 3

City of La Porte City
Bond and Note Maturities

June 30, 2010

General Obligation Notes

Capital Capital
Loan Note Loan Note
Year Issued May 6, 2003 Issued July 1, 2004
Ending Interest Interest
June 30, Rates Amount Rates Amount

2011 3.40 70,000 3.80 70,000
2012 3.60 75,000 4.00 70,000
2013 3.80 75,000 4.10 75,000
2014 - 4.25 75,000
2015 - -
2016 - -
2017 - -
2018 - -
2019 - -
2020 - -
2021 - _

Total $ 220,000 290,000

Loan Capital
Note Loan Note
Year Issued December 1, 2005 Issued October 18, 2006
Ending Interest Interest
June 30, Rates Amount Rates Amount Total
2011 3.75 125,000 3.75 70,000 335,000
2012 3.75 130,000 3.75 75,000 350,000
2013 3.75 130,000 3.75 75,000 355,000
2014 3.75 135,000 3.75 80,000 290,000
2015 3.75 140,000 3.80 80,000 220,000
2016 3.80 145,000 3.85 85,000 230,000
2017 3.85 150,000 3.90 90,000 240,000
2018 3.90 160,000 4.00 95,000 255,000
2019 3.95 165,000 4.00 - 165,000
2020 4.00 170,000 - 170,000
2021 4.10 175,000 - 175,000
$1,625,000 650,000 2,785,000

See accompanying independent auditor's report
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City of La Porte City

Schedule of Expenditures of Federal Awards

Year ended June 30, 2010

Schedule 5

Agency
CFDA Pass-through Program
Grantor/Program Number Number Expenditures
Indirect:
U.S. Department of Homeland Security:
lowa Homeland Security and Emergency
Management Division: 97.039

Grant Agreement Number: HMGP-DR-1763-0034-01

Project Number: DR-1763-07-01

Disaster Grants - Property Acquisition Project $ 555,636

44,445

Disaster Grants - Demolition Project

Basis of Presentation - The Schedule of Expenditures of Federal Awards includes the federal
grant activity of the City of La Porte City and is presented in conformity with an other
comprehensive basis of accounting. The information on this schedule is presented in
accordance with the requirements of OMB Circular A-133, Audits of States, Local

Governments, and Non-Profit Organizations. Therefore, some amounts presented in this
schedule may differ from amounts presented in, or used in the preparation of, the basic

financial statements.

See accompanying independent auditor's report.
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Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the Honorable Mayor and
Members of the City Council:

We have audited the accompanying financial statements of the governmental activities, the
business type activities, each major fund and the aggregate remaining fund information of the
City of La Porte City, Iowa, as of and for the year ended June 30, 2010, which collectively
comprise the City’s basic financial statements listed in the table of contents and have issued our
report thereon dated December 15, 2010. Our report expressed an unqualified opinion on the
financial statements which were prepared in conformity with an other comprehensive basis of
accounting. We conducted our audit in accordance with U.S. generally accepted auditing
standards, and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered City of La Porte City’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing our
opinion on the effectiveness of City of La Porte City’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of City of La Porte City’s internal
control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses and,
therefore, there can be no assurance all deficiencies, significant deficiencies or material
weaknesses have been identified. However, as described in the accompanying Schedule of
Findings and Questioned Costs, we identified certain deficiencies in internal control over financial
reporting we consider to be material weaknesses and other deficiencies we consider to be
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control such that there is a reasonable possibility a
material misstatement of the City of La Porte City’s financial statements will not be prevented or
detected and corrected on a timely basis. We consider the deficiencies described in Part II of the
accompanying Schedule of Findings and Questioned Costs as items [I-A-10, 1I-B-10, and II-C-10
to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
which is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the deficiencies described in Part II of the accompanying
Schedule of Findings and Questioned Costs as item II-D-10 to be a significant deficiency.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of La Porte City’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, non-compliarnce with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
non-compliance or other matters that are required to be reported under Government Auditing
Standards. However, we noted certain immaterial instances of non-compliance or other matters
that are described in Part IIl of the accompanying Schedule of Findings and Questioned Costs.

Comments involving statutory and other legal matters about the City’s operations for the
year ended June 30, 2010 are based exclusively on knowledge obtained from procedures
performed during our audit of the financial statements of the City. Since our audit was based on
tests and samples, not all transactions that might have had an impact on the comments were
necessarily audited. The comments involving statutory and other legal matters are not intended
to constitute legal interpretations of those statutes.

City of La Porte City’s responses to findings identified in our audit are described in the
accompanying Schedule of Findings and Questioned Costs. While we have expressed our
conclusions on the City’s responses, we did not audit City of La Porte City’s responses and,
accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the
officials, employees and citizens of City of La Porte City and other parties to whom City of La Porte
City may report, including federal awarding agencies and pass-through entities. This report is not
intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by
personnel of City of La Porte City during the course of our audit. Should you have any questions
concerning any of the above matters, we shall be pleased to discuss them with you at your

convenience.

RIDIHALGH, FUELLING, SNITKER, WEBER, & CO., P.C., CPA’S

December 15, 2010
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Independent Auditor’s Report on Compliance with Requirements
Applicable to Each Major Program and on Internal Control over Compliance
in Accordance with OMB Circular A-133

To the Honorable Mayor and
Members of the City Council:

Compliance

We have audited the compliance of City of La Porte City, Iowa, with the types of compliance
requirements described in U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to its major federal program for the year ended
June 30, 2010. City of La Porte City’s major federal program is identified in PartI of the
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of
laws, regulations, contracts and grant agreements applicable to its major federal program is the
responsibility of City of La Porte City’s management. Our responsibility is to express an opinion
on City of La Porte City’s compliance based on our audit.

We conducted our audit of compliance in accordance with U.S. generally accepted auditing
standards, the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about City of La Porte City’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe our audit provides a reasonable basis for our opinion. Our audit does
not provide a legal determination on City of La Porte City’s compliance with those requirements.

In our opinion, City of La Porte City complied, in all material respects, with the
requirements referred to above that are applicable to its major federal program for the year ended
June 30, 2010. The results of our auditing procedures did not disclose any instance of non-
compliance with the requirements which would be required to be reported in accordance with
OMB Circular A-133.

Internal Control Over Compliance

The management of City of La Porte City is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts,
and grant agreements applicable to federal programs. In planning and performing our audit, we
considered City of La Porte City’s internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not for the purpose
of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we
do not express an opinion on the effectiveness of City of La Porte City’s internal control over
compliance.
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Our consideration of internal control over compliance was for the limited purpose described
in the preceding paragraph and was not designed to identify all deficiencies in internal control
over compliance that might be significant deficiencies or material weaknesses and, therefore, there
can be no assurance all deficiencies, significant deficiencies or material weaknesses have been
identified. However, as discussed below, we identified a deficiency in internal control over
compliance we consider to be a material weakness.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance such that there is a reasonable possibility material noncompliance with a type of
compliance requirement of a federal program will not be prevented or detected and corrected on a
timely basis.

City of La Porte City’s responses to findings identified in our audit are described in the
accompanying Schedule of Findings and Questioned Costs. While we have expressed our
conclusions on the City’s responses, we did not audit City of La Porte City’s responses and,
accordingly, we express no opinion on them.

This report, a public record by law, is intended solely for the information and use of the
officials, employees and citizens of City of La Porte City and other parties to whom City of La Porte

City may report, including federal awarding agencies and pass-through entities, and is not
intended to be and should not be used by anyone other than these specified parties. :

RIDIHALGH, FUELLING, SNITKER, WEBER, & CO., CPA’S

December 15, 2010
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(a)

City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Part I: Summary of the Independent Auditor’s Results:

Unqualified opinions were issued on the financial statements which were prepared on
the basis of cash receipts and disbursements, which is a comprehensive basis of
accounting other than U.S. generally accepted accounting principles.

Significant deficiencies and material weaknesses in internal control over financial
reporting were disclosed by the audit of the financial statements.

The audit did not disclose any non-compliance which is material to the financial
statements.

An unqualified opinion was issued on compliance with requirements applicable to the
major program.

The major program was CFDA Number 97.039 - Federal Emergency Management
Agency/ Iowa Homeland Security and Emergency Management Division - Hazard
Mitigation Grant Program.

The dollar threshold used to distinguish between Type A and Type B programs was
$300,000.

City of La Porte City did not qualify as a low-risk auditee.
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City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Part II: Findings Related to the Financial Statements:

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

INTERNAL CONTROL DEFICIENCIES:

II-A-10

1I-B-10

II-C-10

Segregation of Duties — One important aspect of internal control is the
segregation of duties among employees to prevent an individual employee from
handling duties which are incompatible.

Recommendation - We realize segregation of duties is difficult with a limited
number of office employees. However, the City should review its control
procedures to obtain the maximum internal control possible under the
circumstances.

/

Response — We will consider this.

Conclusion — Response acknowledged. The City should segregate duties to the
extent possible with existing personnel and utilize administrative personnel to
provide additional control through review of financial transactions and reports.

Preparation Financial Statements - The City of La Porte City, lowa does not
employ an accounting staff with the technical expertise to prepare its financial
statements (including footnotes disclosures) in conformity with accounting
principles general accepted in the United States of America; therefore, it relies
on its auditors to prepare such statements.

Recommendation — The City should conform with generally accepted accounting
principles.

Response — The City feels that having the auditors draft the financial statements
and notes is a tolerable situation. Internal financial statements are prepared
monthly for reporting and decision making purposes. The requirements and
form of the audited statements are different than the internal needs and
change occasionally. Given the size of the organization, it is helpful to rely on
the expertise of the auditors to monitor those requirements.

Conclusion ~ Response accepted.

Reconciliation of Utility Billings, Collections and Delinquencies —-A delinquent

accounts listing was not retained from La Porte City Utilities.
Recommendation — A listing of delinquent accounts should be prepared on a

monthly basis. The Council or a Council-designated independent person
should monitor delinquencies.
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II-D-10

City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Response — We will consider this.
Conclusion — Response accepted.

Separately Maintained Records — The Police Department maintains a bank
account separate from the City Clerk’s accounting records. The transactions
and resulting balances of this account were not recorded in the City Clerk’s
accounting records and were not reported to the City Council each month.

Recommendation - Chapter 384.20 of the Code of lIowa states in part, “A city
shall keep accounts which show an accurate and detailed statement of all
public funds collected, received, expended for any city purpose, by any city
officer, employee, or other person, and which show the receipt, use, and
disposition of all city property.” For better accountability, financial and
budgetary control, the financial activity and balance of all City accounts
should be included in the City’s accounting records, including budget reports,
and should be reported-to the City Council on a monthly basis.

Response — The City will look into this and attempt to integrate the accounts
into the City’s accounting system.

Conclusion — Response accepted.
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City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Part III: Findings and Questioned Costs For Federal Awards:

INSTANCES OF NON-COMPLIANCE:
No matters were noted.

INTERNAL CONTROL DEFICIENCIES:

CFDA Number 97.039: Hazard Mitigation Grant
Pass-through Agency Number: HMGP-DR-1763-0034-01

Federal Award Year: 2010
U.S. Department of Homeland Security
Passed through the Iowa Homeland Security and Emergency Management Division

No matters were noted.
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City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Part IV: Other Findings Related to Statutory Reporting:

IV-A-10 Certified Budget — Disbursements during the year ended June 30, 2010 exceeded
the amounts budgeted in the Capital Project function. Chapter 384.20 of the
Code of Iowa states in part that public monies may not be expended or
encumbered except under an annual or continuing appropriation.

Recommendation — The budget should have been amended in accordance with
Chapter 384.18 of the Code of lowa before disbursements were allowed to exceed

the budget.

Response - The timing of the activities within the Capital Projects — 2008 Flood
Buyout caused the City to be overbudget in this function. In the future we will
try to more closely budget the grant reimbursements with the expenditures.

Conclusion — Response accepted.

IV-B-10 Questionable Disbursements — We noted no questionable disbursements that may
not meet the requirements of public purpose as defined in an Attorney General’s

opinion dated April 25, 1979.

IV-C-10 Travel Expense - No disbursements of City money for travel expenses of spouses of
City officials or employees were noted.

IV-D-10 Business Transactions — Business transactions between the City and City officials
or employees are detailed as follows:

Name, Title, and Transaction
Business Connection Description Amount

Mike Spence, Council Member,
Co-owner of Spence Tech
Solutions Website design $ 540

Jane Whittlesey, Council Member,
Co-owner of La Porte City
Printing & Design, Purchase office supplies 1,105

Jane Whittlesey, Council Member,
Co-owner of The Progress Review City’s official newspaper 4,367

Jane Whittlesey, Council Member,
Co-owner of La Porte City
Printing & Design Economic Development Loan 40,000

Sarah Craft, Council Member,
Husband is attorney with firm
Dutton, Braun, Staack, &
Hellman, City’s Attorney Attorney fees 13,888
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IV-E-10

IV-F-10

V-G-10

IV-H-10

IV-1-10

City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

In accordance with Chapter 362.5(11) of the Code of Iowa, the first and second
transactions do not appear to represent a conflict of interest since the amounts are
for less than $2,500 each.

In accordance with Chapter 362.5(6) of the Code of Iowa, the third transaction does
not appear to represent a conflict of interest since the City has designated The
Progress Review as it’s official newspaper.

In accordance with the lowa Constitution, Article IlI, Subsection 31, the fourth
transaction does not appear to represent a conflict of interest because the Article
states, in part, “government financing for purposes of economic development may
serve a public purpose.”

In accordance with Chapter 362.5(5) of the Code of lowa, the fifth transaction does
not appear to represent a conflict of interest since the City has designated Dutton,
Braun, Staack, & Hellman their City attorney and these professional services are
not customarily awarded by competitive bid.

Bond Coverage - Surety bond coverage of City officials and employees is in
accordance with statutory provisions. The amount of coverage should be
reviewed annually to insure that the coverage is adequate for current operations.

Council Minutes — There were two instances during the year where transfers were
made between funds but they were not approved by the council.

Recommendation — The City should approve all transfers.

Response — The council approved purchasing two capital assets during the year,
however the subsequent transfers from the Special Revenue — Equipment
Replacement fund to the General Fund where the purchases were expended
from were not approved.

Conclusion — Response accepted.

Deposits and Investments — We noted no instances of noncompliance with the
deposit and investment provisions of Chapter 12B and 12C of the Code of Iowa
and the City’s investment policy.

Payment of General Obligation Bonds — The City properly paid for its general
obligation bonds out of the Debt Service fund.

Financial Condition — The Capital Projects — 2008 Flood Buyout Fund had a
deficit balance of $59,317 at June 30, 2010.

Recommendation - The City should eliminate this deficit in order to return this
fund to a sound financial position

Response — The deficit was due to expenses associated with the 2008 flood
buyouts prior to grant monies being reimbursed.
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City of La Porte City
Schedule of Findings and Questioned Costs

Year ended June 30, 2010

Conclusion ~ Response accepted.
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City of La Porte City

Staff

This audit was performed by:

Gina E. Trimble, CPA
Dana Elliott, Staff
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